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SUMMARY : 


Ireland is completing its second successive year of impressive economic 
performance. Real GNP growth will be about six percent in 1978. Exports 
continue to play a dynamic role, as do investment and private consumption. 
Inflation has moderated and a consumer price rise of eight percent is 
expected for the year. Higher interest rates have not seriously reduced 
private sector loan demand, and the Central Bank has imposed lending 
restrictions to dampen a consumption boom and prevent inflation or 

balance of payments pressures. The strong upward trend in investment, 
industrial production and consumption led to a 20 percent rise in imports 
for the first nine months of 1978 compared to the same period in 1977, 

and to a 24 percent rise in the trade deficit. Net EEC (European Economic 
Community) transfers of over 5300 million should help keep the 1978 current 
account deficit below £200 million. Foreign exchange reserves remain 
adequate. 


Prospects for 1979 appear reasonably favorable, but some problem areas 
exist. Although economic resurgence has resulted in a substantial 
reduction in unemployment, the Irish rate (currently 8.1 percent) remains 
among the highest in the EEC. Job creation is the government's first 
priority. At the same time, however, government leaders are attempting 

to significantly reduce the budget deficit as a percentage of GNP from 

its 1978 level of 13 percent. A key question mark will be the degree of 
compatibility between the government's very ambitious goals for job 
creation and GNP growth and its commitment to improving its fiscal posture. 
Government officials have also expressed concern over the need for greater 
wage restraint and labor discipline, a perspective which labor leaders do 
not necessarily share. One exceptionally important factor is beyond 

Irish control. The economic performance of major trade partners will 

have an enormous medium-term impact upon the small and very open Irish 
economy. 


A major economic policy statement to be released by the government in 
December is expected to confirm the importance of the private sector, 
including foreign investment, to Ireland's development. The government 

is also studying the proposed European Monetary System. The Irish believe 
that a commitment to meaningful assistance programs for weaker members of 
the EEC is essential to the new system's long-term practicability. 


Current trends indicate growing commercial prospects for US firms. US 
products accounted for slightly over eight percent of Irish imports during 
January-September 1978. Rising disposable income, rapid industrial growth, 
and major infrastructure projects should provide significant sales 
opportunities in a variety of fields. With respect to foreign investment, 
US firms have played a particularly important role in the growth and 
modernization of the Irish industrial sector. In the period 1960 - 

1977 over 200 manufacturing projects sponsored by US firms began 
production in Ireland. Total US investment in Ireland at year-end 1977 
reached $1.151 billion. 





IRELAND: 


All values in pounds sterling and represent 
period averages unless otherwise indicated 


Exchange Rate: 51 = $1.97 


INCOME, PRODUCTION, EMPLOYMENT 


GNP at Current Prices 

GNP at Constant (1970) Prices 

Per Capita GNP Current Prices 

Personal Consumer Expenditure 

Gross Domestic Fixed Capital 
Formation 

Indices: 
Industrial Production (1953=100) 
Avg. Labor Productivity (1970=100) 
Avg. Industrial Wage (1970=100) 

Labor Force (000) 

Avg. Unemployment Rate (%) 


MONEY AND PRICES 


698m 
3612m 


Money Supply (M1) 

Total Government Debt Outstanding 
Interest Rates (Central Bank) 14.25 (Dec) 
Associated Banks O/D 13.25 (Dec) 
Wholesale Price (1975=100) 120 

Retail Sales, Value (1975=100) 120 


BALANCE OF PAYMENTS AND TRADE 


Gold & For. Exch. Reserves 
External Government Debt 
Current Account (-) 
Balance of Trade (-) 
Exports 

US Share % 

Imports 

US Share % 


Estimates for 1978. 


KEY ECONOMIC INDICATORS 


B 
(year) 
1977 


829m 
4210m 
6.75 (Dec) 
7.5 (Dec) 
140 
143 


1033m4 


4900m? 

9.6 (Sept) 
10,5 (Sept) 
149 


1647 


1111m (Sept) 
1154m (Mar) 
160m 
750m2 
2960m 
6.4 
3710m* 
2 


8.24 


Average for January-June 1978; percentage change is for average for first 


six months, 1978 over average for same period, 


1977. 


Represents average of those on live register as percentage of total work 


force for January-September 1978. 
Figure is for August, 1978. 


Percentage change from December 1977 to September 1978. 


Increase is for March 1978 over March 1977. 


Percent represents change from August, 1977. 





I. CURRENT ECONOMIC TRENDS IN IRELAND 
A) Impressive Economic Performance in 1978 


Ireland is completing its second successive year of impressive economic 
performance. Available data indicate that GNP will increase by about 
six percent in real terms during 1978 (compared to five percent last 
year). This rate tops the list for members of the European Economic 
Community (EEC) and is near the top for OECD nations. Exports are 

again playing an extremely important role in Ireland's rapid economic 
growth, showing a 15 percent volume rise during the first seven months of 
1978 compared to the same period in 1977. Private investment is also 
strong, and is expected to increase by over ten percent in volume this 
year, with machinery and equipment outlays up as high as 13 percent. 
Industrial production increased by 1l percent during January - June over 
the first half of 1977. Consumer demand has surged and, in fact, a 
consumption boom was underway at mid-year. Retail sales for the second 
guarter of 1978 were up almost 12 percent in volume over same period of 
1977. Despite credit restrictions implemented in October (see below) 
growth in private consumption could well approach nine percent for the 
year. 


The government has identified the reduction of unemployment as its first 
priority and established the specific goal of creating 25,000 net new 
jobs between July 1977 and December 1978. Some shortfall looks probable, 
but unemployment fell at mid-year to its lowest level in three years, 

and the unemployment rolls declined by 11 percent over the twelve months 
to September, 1978. 


Notwithstanding the rapid increase in economic activity, prices rose 

only moderately during the first three quarters. The consumer price 
index for January - September was 7.5 percent above the CPI for the same 
period in 1977. Price increases for the year are expected to be in the 
vicinity of eight percent, marginally over the government target of seven 
percent. 


Although exports have risen strongly, imports increased even more rapidly 
during the first nine months due to growth in investment, industrial 
output and private consumption. In value terms, exports rose by 18 per- 
cent while imports were up almost 20 percent. The resultant nine-month 
trade deficit was 4600 million, up 24 percent from the same period in 
1977. If this pattern holds for the balance of the year, the 1978 trade 
deficit will exceed £750 million. Net EEC transfers of over 4300 million 
and other invisible earnings will probably keep the 1978 current account 
deficit well below 4200 million. (Gross tourist earnings should top 

6250 million from over 2 million overseas visitors). Foreign exchange 
reserves stood at 61.11 billion in September, down seven percent from the 
end of 1977, but still equivalent to almost four months imports. On March 
31, 1978 external government debt outstanding stood at $1.15 billion, up 
12 percent from December 31, 1977. The government refinanced a rather 
heavy foreign debt service requirement for 1978-80 on favorable terms, 





thereby relieving one source of medium-term pressure in the external sector. 
The balance of payments is unlikely to pose serious short-term policy 
constraints. 


With respect to monetary aggregates, Ml increased by 25 percent and M3 by 
19 percent in the twelve months to August, 1978. Interest rates, which 
follow British rates because of the currency link with sterling, rose 
significantly in the course of the second and third quarters. The 
rediscount rate, for example, moved from 6.75 percent in April to 9.6 per- 
cent in September, and an additional rise is expected in November. Higher 
rates did not, however, check a sharp increase in private sector borrowing. 
In October, in fact, the Central Bank implemented measures to restrict bank 
lending to the private sector to a growth rate of ten percent over the 
following six months. The measures were designed to moderate the consump- 
tion boom, thereby reducing potential balance of payments and inflation 
pressures. The deferral of some private consumption until 1979 would also 
help offset a somewhat less stimulative (than 1978) budget. 


B) 1979 Prospects Seem Favorable, But Problems Exist 


As 1978 draws to a close prospects for 1979 appear reasonably favorable. 
Business confidence is strong, domestic consumption is expected to stabilize 
at a healthy level, and there are signs of some improvement in the economies 
of Ireland's main trade partners. Some question marks do exist, however. 


Unemployment is a serious and chronic problem with deep structural roots. 
Despite this year's improvement official figures for September place the 
unemployment rate at 8.1 percent, among the highest levels in the EEC, and 
government officials concede that this figure may understate the real rate 
by two percent. Even this year's progress is partially due to an increase 
in emigration. In its mid-year economic Green Paper (a prelude to a more 
formal, longer term policy statement) the govzrnment again committed itself 
to the minimization of unemployment and even proposed that its eradication 
might be possible by 1983. Public reaction to Green Paper proposals has 
varied. Labor has not reacted favorably, and has shown a particular lack 
of enthusiasm for the relatively low priority given in the paper to the 
improvement of social services, and to proposals for the possible phasing 
out of food subsidies and the introduction of work sharing. 


Labor and the government have been at odds in some other areas. Government 
leaders have continued to stress the necessity for wage restraint to main- 
tain the competitiveness of Irish products in domestic and overseas markets. 
This is regarded as essential to both economic growth and the balance of 
payments. Labor unions did agree by a narrow margin to a national wage 
agreement early in 1978 but the terms of the agreement exceeded government 
targets and considerable wage drift seems to be occurring. Government 
spokesmen, led by Prime Minister Lynch, have also expressed concern about 
the relative frequence of strikes, particularly those which are unofficial 
in nature, and their possible effect on production, investment and job 
creation. Major disputes in recent months have affected electricity, water 
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and gasoline supplies, transport, mining production, construction, automobile 
servicing and supply, and many other areas. A government commission is 
reviewing the labor scene to suggest possible improvements in the labor 
relations system. 


The expected budget deficit for 1978 is 6821 million, a full 13 percent of 
GNP, and debt service will account for almost 20 percent of current budget 
expenditure in 1978, The government has given a commitment to substantially 
reduce this deficit as a percent of GNP -- to 10.5 percent in 1979, and to 
eight percent in 1980. A key question mark is the degree of compatibility 
of the government's very ambitious goals for job creation and GNP growth 
(25,000 net new jobs and seven percent, respectively, for 1979) and its 
commitment to improve its fiscal posture. 


Perhaps the most relevant question of all lies beyond the control of Irish 
officials -- can a small, open economy, dependent upon exports for 50 percent 
of its GNP, continue on a strong growth path without a significant upturn in 
the economic prospects of its major trade partners? 


C) Impending Government Decisions 


In December the government will release a major policy statement on the 
economy. Thus far, as revealed in the White and Green Papers published 
earlier in 1978 together with the budget, the government's basic philosophy 
has been short-term pump priming through a stimulative fiscal policy, with 

a medium and longer-term reliance on the private sector to create large scale 
employment opportunities. The new statement will more explicitly define 
medium and longer-run economic policy. It is expected to confirm the import- 
ance of the private sector, including foreign investment, to Ireland's 
economic development. The government's commitment to growth and moderniz- 
ation will entail a major improvement of the nation's economic infra- 
structure, including the energy, transport and telecommunications sectors. 

At the same time the government is expected to outline a less stimulative 
fiscal policy for 1979 and 1980 with movement towards a balanced current 
operating budget. 


The government will also face a major decision regarding membership in the 
proposed EEC European Monetary System (EMS) before the end of 1978. The 
Irish are positively disposed towards the concept and strongly support the 
objective of monetary stability. But Irish officials are perhaps even more 
concerned over regional economic disparities within the EEC and are inclined 
to believe that EMS is not workable without a greater commitment by the 
Community to large-scale resource transfers to weaker members. The Irish 
decision is further complicated by the long standing link of the Irish and 
British pounds and the fact that almost 50 percent of Ireland's total trade 
is with the United Kingdom, Should the British elect to join EMS the Irish 
will almost certainly participate. If the British government decides against, 
the Irish decision will become much more difficult. The availability and 
magnitude of balance of payments and development assistance would be among 
the key factors in the decision should the British not join. The question 
of regional disparities also figures prominently in the Irish position on 





the admission of Greece, Portugal, and Spain to the EEC. Although firmly 
supporting enlargement, Ireland has pressed for a more meaningful commit- 
ment to assistance programs to foster economic convergence. Irish officials 
are also concerned over the need for the adjustment of the EEC decision- 
making apparatus. 


iz IMPLICATIONS FOR THE UNITED STATES 


A) Strong Growth Rate and Plans for Infrastructure Improvement Create 
Sales Opportunities for US Suppliers 


Total trade between Ireland and the United States grew 10 percent to 4363 
million during January - September 1978 compared to the same period in 
1977. US products accounted for slightly over eight percent of Irish imports 
for that period, reaching 6224 million -- up a scant three percent from 
the excellent figure for January - September 1977. Major imports from the 
US include: office machines and automatic data processing equipment; non- 
electrical machinery; electrical machinery and appliances; feedstuffs; 
organic chemicals; and professional, scientific and controlling apparatus. 
Irish exports to the US in January - September 1978 reached £138 million, 
23 percent above the same period in 1977. They consisted primarily of 
manufactured goods including: chemicals; non-metallic mineral manufactures 
‘(especially glassware); electrical machinery; medical and measuring 
instruments; and footwear. Procurement of Irish beef for US military 
personnel in Europe, which is not included in the trade statistics above, 


reached about 65 million during the first three quarters of the year, the 
largest Irish beef sales to non-Common Market consumers. 


The increased availability of Export-Import Bank financing and the presence 
of major US banks in Ireland facilitate market penetration by US suppliers. 
A continuance of current economic trends should create many new sales 
opportunities in a broad range of areas. Irish businessmen are price and 
quality conscious, and traditional trading patterns dominated by the 

United Kingdom are breaking down. A termination by Ireland of its historic 
currency link with Britain (within or without the context of the EMS) would 
probably serve as a further impetus to this process. 


Although current credit restrictions promise to temporarily take the edge 
off the consumer boom, expectations for a continuing upward trend in 
disposable income suggest that demand for consumer goods should remain 
reasonably strong. Recent reaction to imports of US consumer goods has 
been positive. Business confidence and investment remain high, and the 
government is committed to promoting rapid industrial growth and infra- 
structure improvement -- creating sales opportunities for US firms. Recent 
currency realignments vis-a-vis prime competitors should further enhance 
the attractiveness of American products in these sectors. 


A number of major projects underway or on the drawing board illustrate the 
scope of possibilities for US suppliers big and small. Among them are: 

large-scale additions to the nation's power generating capacity, possibly 
including a nuclear plant; a revamping of the national telecommunications 
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system; improvement programs in major ports; and a fleet replacement and 
expansion program by the national airline. In the agricultural sector 
(where incomes are expected to rise by 17 percent in 1978) demand for US 
feedstuffs is growing and increasing modernization offers opportunities 
to provide farm equipment. The formal commissioning of Ireland's first 
offshore gas field occurred in October. An active exploration program 
continues (15 wells were drilled in 1978), providing service and equip- 
ment opportunities. Other supply possibilities exist in the minerals 
sector. Growing tourism means demand for related supplies and services. 
The building boom, recently moderated somewhat by labor problems and 
mortgage scarcity, has created increased demand for construction equip- 
ment. 


B) Foreign Investment: A Key To Development 


Irish government support for foreign investment has been consistently 
strong, on a non-partisan basis, over the past two decades. A primary 
objective has been to attract manufacturing and service industries 

which are export oriented with high value-added content and good long- 
term growth prospects. US firms have played a particularly significant 
role in the growth and modernization of the Irish industrial sector. In 
the period 1960 - 1977 over 200 manufacturing projects sponsored by US 
firms began production in Ireland, with related investment in fixed 
assets of about $500 million (almost half of the total from all foreign 
nations). US Department of Commerce figures indicate that total US 
investment in Ireland at year-end 1977 reached $1.151 billion. The 
largest single area is chemicals and allied products. US investors are 
prominent in areas as diverse as banking, automobile production, 
electronics and hydrocarbon exploration and development. A primary 
attraction to investment in Ireland for many US manufacturers is entry 

of their products into the Common Market, an access which they might not 
enjoy without production facilities located in Europe. The availability 
of a reasonably well-educated, English-speaking work force, moderate wage 
costs and government-sponsored financial incentives also serve as import- 
ant attractions. 


A particularly important aspect of the financial incentive program offered 
by the Irish Industrial Development Authority is the tax-free status of 
export profits. There have been indications that Ireland's EEC partners 
may prevail upon Dublin to cease offering this incentive by 1981. 
Legislation proposed by the US administration to end tax deferrals on 
unrepatriated overseas profits, if passed, might have serious 
repercussions on investment by US firms. [Irish officials indicate that 
equivalent benefits will be made available should changes in their current 
program become necessary. 


Although foreign investors seem to be less affected than indigenous firms 
by labor relations problems, some representatives of major US companies 
have publicly voiced concern about recent developments. Perhaps most 
frustrating to foreign investors have been major disruptions in essential 
services such as electric power. transportation and telecommunications. 


* U. S. GOVERNMENT PRINTING OFFICE : 1978—281-058/60 





